National Bank posts excellent
results for the third quarter
of fiscal 2003 and achieves

all of its objectives PROCESSEV

A - sep 262100

Net income of $162 million compared to $26

million for the corresponding quarter of 2002
®  Record earnings per share of 89 cents versus
12 cents for the third quarter of 2002

Two-fold increase in net income for Wealth

Management over the corresponding period of 2002

Excellent credit quality maintained

FINANCIAL

MONTREAL, August 28, 2003 ~ National Bank of Canada reported
solid net income of $162 million for the third quarter ended July 31,
2003 compared to $138 million for the previous quarter (an increase
of 17%) and $26 million for the corresponding quarter of 2002. in
the third quarter of 2002, the Bank had recorded an impairment
charge of $112 million (after taxes} further to the revaluation of its
investment in an information technology firm.

Excluding this charge, net income for the third quarter of 2003 was
up $24 million or 17% over the third quarter of 2002. Earnings per
share were a record $0.89 for the quarter versus $0.73 for the previ-
ous quarter and $0.12 for the corresponding quarter of 2002 ($0.73
excluding the impairment charge, for an increase of 229%). Return
on common shareholders' equity was 17.3% for the quarter com-
pared to 14.8% for the previous quarter and 2.3% for the third
quarter of 2002 {14.6% excluding the impairment charge).

All sectors contributed to the Bank's excellent third-quarter results,
especially Wealth Management, which posted net income of $21
million, for an increase of $11 million or 110% over the correspon-
ding quarter of 2002, owing to renewed trading by individuals and
the contribution of Altamira. In relation to the previous quarter, net
income at Wealth Management rose $4 million or 24%.

Personal and Commercial recorded net income of $86 million for the
third quarter of 2003, up $14 million or 19% over the previous quar-
ter. Net income at Personal and Commercial for the corresponding
period of 2002 was $84 million.
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Net income

Personal and Commercial
Wealth Management
Financial Markets

Other

Total

Earnings per share

Return on common
shareholders' equity

Net income

Personal and Commercial
Wealth Management
Financial Markets

Other

Total

Earnings per share

Return on common
shareholders' equity

15720037

For the quarter
ended July 31
F20037. 0 2002 %
84 +2
10 +110
55 +11
; : (123)
1620 26 +523
508977 $0.12 +642
2.3%

For the nine months
ended July 31

2002 %

216 +15
50 +14
190 -15
{162}
294 +59
$1.47 +70
10.1%
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Net income at Financial Markets was $61 million for the third quarter
of 2003 compared to $37 million for the previous quarter and $55
million for the third quarter of 2002. Treasury's excellent performance
and a slight rally in trading by institutional investors accounted for the
rise in the sector's net income.

Commenting on these results, Réal Raymond, President and Chief
Executive Officer, pointed out that National Bank has met, and in
many cases exceeded, its target objectives. “l am very pleased with the
Bank's strong performance since the start of the fiscal year,” he stated.
"The Bank continues to actively pursue its strategic priorities.”

For the nine-maonth period ended July 31, 2003, net incame stood at
$466 million, for an increase of $172 million or 53% compared to the
corresponding period of 2002 (up $60 million or 15% excluding the
impairment charge for an investment). Earnings per share reached
$2.50 for the period compared to $1.47 for the corresponding period
of 2002 ($2.08 excluding the impairment charge). Aside from the
impairment charge taken in 2002, the decline in the provision for
credit losses was the main driver behind the strong increase in net
income for the period.

As at July 31, 2003, specific and general allowances exceeded gross
impaired loans by $172 million compared to $159 million as at
Octaber 31, 2002.

During the quarter, the Bank completed its normal course issuer bid
for the repurchase of 9.1 million common shares.

Business Development
The Bank continued to ensure integration with its partners under the
agreements concluded last year and to maximize the resulting busi-
ness opportunities. In fact, following the distribution agreement
signed in November 2002 with Investors Group, Great-West Life and
London Life, the Bank’s products are now available, under the
Investors Group banner, through all of this company's offices across
Canada. Great-West Life and London Life will also begin offering the
Bank's products in the fall.

The Bank also finalized the integration of Altamira Securities, a bro-
kerage subsidiary of Altamira, the fund manager and distributor it
acquired in June 2002, with its own National Bank Discount
Brokerage subsidiary. As of September 8, customers of this firm, which
will now go by the name Aftamira Securities, a Division of Nationa!
Bank Discount Brokerage, will be able to take advantage of competi-
tively-priced service featuring an attractive range of products and
detailed statements of account, in addition to the support of a top-
rated team of representatives. The new Aftamira Securities website
will also offer customers a wealth of information and financial advice
and allow them to carry out their transactions online.

In keeping with its strategy of making further inroads into its markets
outside Quebec, on July 10, 2003, the Bank signed a new partnership
agreement for the distribution of its banking products with MD
Management Ltd., a subsidiary of the Canadian Medical Association.
MD Management Ltd. is the only financial services organization dedi-
cated to understanding and meeting the financial needs of Canadian
physicians and their families. It has over $14 billion in assets under
management and serves tens of thousands of Canadian physicians.
Under the terms of this 5~year agreement, Financial Consultants at
MD Management will offer the Bank's complete range of products to
their customers, thereby ensuring that all their financial needs are met.

Lastly, a new team of account managers based throughout Quebec
was set up in May to provide personalized advisory services to a group
of business clients with deposits at the Bank. This initiative will enable
us to foster closer ties with this lucrative clientele and to offer new
products and services to these businesses as well as their managers.

For mare information:

Michel Labonteé
Senior Vice-President
Finance and Technology
{514] 394-8610

Denis Dubé
Director

Public Relations
(514] 394-8644

Quarterly financial statements are available at all times on the National Bank
of Canodo website at www.nbc.cafinvestorrelations.

Conference call on results for the third quarter of 2003

» A conference call for financial analysts will be held on August 28, 2003
at 1:30 p.m. Eastern time.

s Access by telephone:
1-800-273-9672 or (416) 695-5806

* The conference call will be webcast live at www.nbc.ca/investorrelations

* The Report to Shareholders, supplementary financial information and a slide
presentation will be available on the investor relations page of the National
Bank's website shortly before the start of the conference call.

Recording of the conference call
¢ Avrecording of the conference call can be heard until September 4, 2003
by calling 1-800-408-3053 or (416} 635-5800. The access code is 1462970.
* Avrecording of the webcast will also be available on the Internet after
the call at www.nbe.cafinvestorrelations.

National Bank of Canada
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Management's Discussion and Analysis of Financial Condition and Results

The following text presents managements analysis of the Bank's
financial condition and operating results as presented in

the unaudited consolidated financial statements for the third
quarter and for the nine-month period ended July 31, 2003.

Strategic Objectives
The National Bank published its strategic objectives for fiscal 2003
in its 2002 Annual Report. The table below compares these objec-
tives with the results for the third quarter and the nine-month
period ended July 31, 2003.

First

Objectives 3 quarter  9-month

results results

Growth in earnings per share 5% - 10% 22010 2000}
Return on common

shareholders’ equity 14% - 16% 17.3% 16.6%

Tier 1 capital ratio 8.75% - 9.50% 9.5%

Dividend payout ratio 30% - 40% 32%

1 Excluding the impairment charge for an investment in 2002

Analysis of Results

Operating Results
For the third quarter ended July 31, 2003, the National Bank
earned net income of $162 million, compared to $26 million
for the third quarter of 2002 ($138 million if the impairment
charge for an investment is excluded). Earnings per share were
$0.89 for the quarter versus $0.12 for the corresponding period
of 2002 ($0.73 if the impairment charge for an investment is
excluded). Return on common shareholders' equity rose to
17.3% for the third quarter of 2003 as against 2.3% for the
quarter ended July 31, 2002 (14.6% if the impairment charge
for an investment is excluded).

For the nine-month period ended July 31, 2003, the National
Bank recorded net income of $466 million compared to $294
million for the same period of 2002, representing an increase
of 59% ($60 million or 15% if the impairment charge for an
investment is excluded). At $2.50 for the first nine months of
fiscal 2003, earnings per share were up 70% versus $1.47 for
the corresponding period of 2002 [$0.61 per share or 20% if
the impairment charge for an investment is excluded). Return
on common shareholders’ equity rose to 16.6% for the nine-
month pericd ended July 31, 2003 versus 10.1% for the first
nine months of 2002 (14.2% if the impairment charge for an
investment is excluded).

Revenues
Total revenues for the third quarter of 2003 were $851
million, an increase of $194 million, or 30%, compared to
$657 million for the year earlier period.

Net interest income amounted to $305 million for the
third quarter of 2003, down $41 million from $346 mil-
lion for the corresponding period of 2002. The decrease
was primarily due to interest charges on index-linked
depaosits for which returns are tied to that of external
traders. Revenues generated by the External Trader
Program are recorded as income from trading activities
and included with other income, while interest on
deposits for which returns are linked to that of the
External Trader Program are included with net interest
income. This program's solid performance during the
quarter accounted for the decline in net interest income
for Financial Markets as well as part of the increase in
income from trading activities. Moreover, net interest
income for Personal and Commercial rose by $17 million
or 6% to $316 million, mainly owing to the spread, which
improved from 3.11% in the third quarter of 2002 to
3.24% this quarter.

Other income for the quarter totalled $546 miilion

as against $311 million for the third quarter of 2002,

up $235 million. Capital market fees rose $11 million

as trading activity by both individual and institutional
investors on capital markets picked up. Income from
trading activities and gains on securities increased $189
million to $109 miltion. In the third quarter of 2002,

the Bank had recorded a $137 million impairment charge
for an investment in a technology company. The remain-
der of the difference stemmed primarily from trading
activities at National Bank financial and Treasury, in
particular, the External Trader Program. Income from trust
services and mutual funds grew by $14 million, or 37%,
owing primarily to the addition of income from Altamira.

For the first nine months of 2003, total revenues amount-
ed to $2,459 million, for an increase of $226 million, or
10%, over the same period in 2002. The rise was chiefly
attributable to trading activities and gains on securities,
in particular, the $137 million impairment charge on an
investment in 2002 and the solid performance of trading
activities at Treasury and National Bank Financial, includ-
ing the contribution of activities at Putnam Lovell,

National Bank of Canada
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Management's Discussion and Analysis of Financial Condition and Results (cont))

Operating Expenses
Operating expenses for the third quarter of 2003 were $558
million compared to $508 million for the corresponding period
of 2002. Salaries and employee benefits, representing $325
million and 58% of operating expenses, increased $46 mil-
fion, mainly due to the acquisition of Altamira and the vari-
able compensation at Treasury and National Bank Financial.

For the nine-month period ended July 31, 2003, operating
expenses were $1,635 million, up $135 million, including
$93 million attributable to the acquisition of Altamira and
Putnam Lovell. If the impact of acquisitions is excluded,
operating expenses increased 30 compared to the same
period of 2002.

Results by Segment

The revenues of each segment are presented on a taxable equivalent
basis, 1.2, they are grossed up to make the tax-exempt income
earned on certain securities comparable with income from other
financial instruments. An equivalent amount was added to income
taxes. In addition, the provision for credit losses of each operating
segment is based on expected losses which are calculated using
statistical analyses. The difference between expected losses and
actual losses is charged to the "Other” heading.

Personal and Commercial
Personal and Commercial posted net income of $86 mil-
tion compared to $84 million for the corresponding period
of 2002, which had been the best quarter of 2002 for this
segment. Net interest income, which totalled $316 mitlion,
rose $17 million owing mainly to the spread, which went
from 3.11% in the third quarter of 2002 to 3.24% this
quarter. Gther income was up by $6 million to $165 mil-
fion, primarily attributable to commercial lending fees and
insurance activities. Operating expenses for the quarter
were $295 million compared to $273 mitlion for the third
quarter of 2002. Nearly 20% of the increase stemmed
from investments required for new partnerships. Expected
losses remained relatively stable at $52 million for the

‘quarter compared to $53 million for the corresponding

quarter of 2002.

For the first nine months of 2003, net income for Personal
and Commercial amounted to $249 million, up $33 million
or 15%. Net interest income was $928 million, an increase
of $41 million, or nearly 5%, primarily due to the spread,
which improved 12 basis points to 3.22% for the first nine
months of 2003. Other income was up $26 million, or
almost 6%, to $468 million chiefly owing to commercial
fending fees and revenues from insurance and credit card
activities. Operating expenses for the quarter were $850

million, or $30 million more than for the same period of

2002. The efficiency ratio improved, dipping from 61.7%

for the first nine months of 2002 to 60.9% for the period
ended July 31, 2003.

Wealth Management
Net income for the Wealth Management segment reached
$21 million for the third quarter of 2003, more than double
that for the corresponding quarter a year earlier. Revenues
amounted to $166 million this quarter versus $138 million
for the same period of 2002, representing growth of 20%.
The addition of $15 million in revenues from Altamira as
well as increased trading activity by individuals on capital
markets accounted for the strong growth in income for this
segment. Operating expenses for the third quarter were
$132 million compared to $120 million for the same period
of 2002. The increase was due to the addition of operating
expenses from Altamira and variable compensation at the
Bank's brokerage subsidiary.

For the nine-month period ended July 31, 2003, net income
for Wealth Management amounted to $57 million as
against $50 million for the same period a year earlier, up
14%. The contribution of Altamira, offset in part by lower
brokerage activities, accounted for the growth during the
period.

Financial Markets
For the third quarter of 2003, Financial Markets posted net
income of $61 million as against $55 million for the same
period of 2002, for an increase of $6 million or 11%.
Revenues for the quarter reached $232 million, up $30 mil-
lion or 15%, primarily due to income from trading activities
at both Treasury and National Bank Financial. At $129 mil-
fion, operating expenses rose by $26 million compared to the
third quarter a year earlier. Nearly half of the increase was
attributable to variable compensation at Treasury and the
Bank's brokerage subsidiary while the remainder was due to
the addition of Putnam Lovell expenses. Expected loan losses
were $9 million for the 2003 third quarter compared to $11
million for the same period of 2002.

For the first nine months of 2003, net income for Financial
Markets was $162 million, down $28 million from the same
period a year earlier. Revenues were $656 million for the
period compared to $629 million for the corresponding peri-
od of 2002, for an increase of 4%. Operating expenses were
$374 million for the nine-month period ended July 31, 2003,
versus $296 million for the same period a year earlier. Most
of the increase was attributable to Putnam Lovell operating
expenses. The provision for credit losses for the nine months
was $31 million as against $32 million for the same period
in 2002.

National Bank of Canada
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Management's Discussion and Analysis of Financial Condition and Results {cont)

Other
The net loss for the "Other” heading tatalled $6 million for
the third quarter of 2003 compared to a loss of $123 million
for the same period in 2002. In the third quarter of 2002,
the Bank had recorded a $112 million (after tax) impairment
charge for an investment in a technology company.

For the nine-month period ended July 31, 2003, the net
loss for the "Other” heading was $2 million as against $162
million for the carresponding period of 2002. Revenues
were higher by $105 million mainly because of an impair-
ment charge for an investment recorded a year earlier. The
favourable $299 million variance for the provision for cred-
it losses was primarily due to the revision of the estimated
allowance of $185 million in the first quarter of 2002, the
$100 million loss for the telecommunications sector, the
$30 million reduction in the general allowance for credit
risk and the difference between the expected losses
charged to the business units and the actual losses
incurred. These favourable variances were offset in part by
the $115 million net gain recorded in 2002 under
"Discontinued Operations” generated by the sale of US.
asset-based lending operations.

Risk Management

Credit Risk
The provision for credit losses for the quarter was $45 mil-
lion as against $62 million for the corresponding quarter of
2002. For the first nine months of fiscal 2003, credit losses

were $127 million compared to $437 million for the same
period a year earlier. Excluding the revision of the estimated
allowance of $185 million recorded in 2002, the provision
for credit losses was reduced by $125 million for the period.

As at July 31, 2003, allowances for credit losses exceeded
impaired loans by $172 million, compared to $159 million
as at October 31, 2002, for an improvement of $13 million.
New formation of gross impaired loans (less recoveries)
amounted to $40 million for the quarter compared to $37
million for the previous quarter.

The ratio of gross private impaired loans to total tangible
capital and allowances was 13.2% as at July 31, 2003, ver-
sus 14.1% as at October 31, 2002.

Market Risk - Trading Activities
The VaR (Value-at-Risk) method is one of the main tools used in
managing trading-related market risk. The VaR measure is based
on a 99% confidence level and uses two years of historical data
for its computation. Market risk management is described in
more detail on page 49 of the 2002 Annual Report.

The following table entitled “Trading Activities" illustrates the
distribution of market risk by type of risk, namely, interest rate,
foreign exchange and commodity and equity price risk. For the
third quarter of 2003, price risk was presented in two compo-
nents: equities and commodities. Global VaR as at July 31, 2003
was at more or less the same level as for the previous quarter.

Trading Activities "
{millions of dollars)

Global VaR by risk category

For the quarter ended July 31, 2003

For the quarter ended April 30, 2003

Period end High Average low  Period end High Average Low
Interest rate (4) (5) (4 (2) (2) (5) (3) (2)
Foreign exchange (1) (2) (1) - (1 2 Y] -
Price @ (3) (4) (3) (2
Fquities@ (2) (5) {3) (2)
Commodities - (1) - -
Global VaR B {4 (5) (4 (3) (4) (6) 4 (3)

0 Amounts are presented on a pre-tax basis and represent one-day VaR.

) Price risk has been presented in two components for the quarter ended July 31, 2003,
B Global VaR takes into account the correlation effect from each of the risk categories through diversification.

National Bank of Canada
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Management's Discussion and Analysis of Financial Condition and Resuits (cont))

Balance Sheet

As at July 31, 2003, the Bank's total assets amounted to $78.4
billion compared to $74.6 billion as at October 31, 2002 and
$72.3 billion as at July 31, 2002. The table below presents the
main loan and deposit headings.

Personal deposits have risen by approximately $1 billion over
the past year and by $300 million since October 31, 2002, for a
total of $23.5 billion as at July 31, 2003. Off-balance sheet per-
sonal savings administered by the Bank and its subsidiaries
have grown by $3.2 billion since October 31, 2002, to $48.9
billion, especially for the brokerage subsidiaries. Business deposits
were up by almost $600 million from July 31, 2002 and by

Average monthly volumes July  October July approximately $900 million from October 31, 2002, chiefly
{miflions of dollars) 2003 2002 2002 because of deposits from small and medium-sized enterprises.
Loans and acceptances®

Residential mortgages 17,893 17452 17350 Capital

Consumer loans 4750 4758 4865 Tier 1 and total capital ratios, in accordance with the rules of
Credit card receivables 1,482 1,383 1,340 the Bank for International Settlements, were 9.5% and 13.5%
Business loans 14,452 15342 15127 respectively as at July 31, 2003 compared to 9.6% and 13.6%
Bankers' acceptances 3,606 3369 3223 as at October 31, 2002. The slight decrease in capital ratios was

42,183 42,304 41,705

mainly attributable to the normal course issuer bid program to

Deposits repurchase 9.1 million common shares and the redemption of
Personal [balance) 23,501 22607 22456 $125 million of Series 12 preferred shares on May 15, 2003.
Off-balance sheet persanal savings (balance) 48,850 45636 41471 The decrease was mitigated by the issue of $200 million of pre-
Business and government 11,185 10263 10577 ferred shares in the first quarter of 2003.

* including securitized assets

As at July 31, 2003, residential mortgage loans totalled $17.9
billion, up approximately 3% from both October 31, 2002 and
the previous year. Excluding indirect loans, personal loans have
tisen by 8% since July 2002 to $4.1 billion. Credit card receiv-
ables increased by 10% year over year, and by 7% since the
beginning of the fiscal year, to $1.5 billion as at July 31, 2003.
At $18.1 billion, business loans and acceptances are comparable
t0 $18.7 billion as at October 31, 2002 and to $18.3 billion a year
earlier. This decline stems mainly from corporate foans.

Dividends :
At its meeting on August 28, 2003, the Board of Directors
declared regular dividends on the various classes and series of
preferred shares, as well as a dividend of 28 cents per common
share, payable on November 1, 2003 to shareholders of record
on September 25, 2003.

Nationa) Bank of Canada
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Highlights
Quarter ended July 31 Nine months ended July 31
% %

{unaudited) 2002 Change 2002 Change
Operating results
(millions of dollars)
Total revenues $657 30 $2,233 10
Net income 26 523 294 59
Return on common shareholders’ equity 23% 10.1%
Per common share
Net income $0.12 642 $1.47 70
Dividends paid 0.24 17 0.69 16
Book value 19.29 8
Stock trading range

High 3373 34.93

Low 29.01 24.70

Close 31.60 31.60
Financial position October 31
{millions of dollars) 2002
Total assets $74.6Mm 5
Loans and acceptances 43,800 5
Deposits 51,690 -
Subordinated debentures and shareholders’ equity 5,493 1
Capital ratios ~ BIS

Tier 1 9.6%

Total 13.6%
Impaired loans,

net of specific and general allowances (159)

as a % of loans and acceptances {0.4)on
Assets under administration/management 140,737
Total personal savings 68,243
Interest coverage 7.39
Asset coverage 302
Other information
Number of employees 17,285 -
Number of branches in Canada 507 (5)
Number of banking machines 826 (1}

National Bank of Canada
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Consolidated Statement of Income

Quarter ended
2 Aprit30 July 31

Nine months ended

(unaudited)

(millions of dollars except per share amounts) 2003 2002
. Interest income and dividends
B Loans 460 475
Securities 126 115
Deposits with financial institutions 32 40
: 618 630
B Interest expense
Deposits 235 240
Subordinated debentures 26 28
Other 14 16
275 284
Net interest income 343 346
Other income
’ Capital market fees 120 127
( Deposit and payment service charges 46 48
Trading activities and gains on investment account securities, net 33 (80)
Card service revenues 1 14
. Lending fees 49 45
Acceptances, letters of credit and guarantee 15 17
. Securitization revenues {Note 7) 44 42
Foreign exchange revenues 18 18
. Trust services and mutual funds 51 38
Other 43 42
: 430 3N
Total revenues 773 657
Provision for credit losses 4 62
732 595
Operating expenses
Salaries and staff benefits 292 279
Occupancy and amortization 49 47
3 Computers and equipment 81 56
: Communications 20 21
Other 107 105
529 508
Income before income taxes, non-controlling interest
and discontinued operations 203 87 296
Income taxes 58 50 94
i 145 37 202
Non-controlling interest 7 8 23
Income before discontinued operations 138 29 179
Discontinued operations - {3) 15
: Net income 138 26 294
Dividends on preferred shares 8 4 16
Net income applicable to common shares 130 22 278
Number of common shares outstanding (thousands) ‘
Average - basic 178,348 184,134 187,782
Average - diluted 179,666 185,439 189,003
End of period 183,256
Income before discontinued operations per common share
Basic 0.73 0.13 0.86
Diluted 072 0.13 0.86
Net income per common share
Basic 0.73 0.12 1.47
Diluted 0.72 a.11 1.46
Dividends per common share 0.26 0.24 0.69

National Bank of Canada
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Consalidated Balance Sheet

(unaudited)
{millions of dollars)

ASSETS

Cash resources
Cash and depasits with Bank of Canada
Deposits with financia! institutions

Securities
investment account
Trading account
Loan substitutes

Loans

Residential mortgage

Personal and credit card

Business and government

Securities purchased under reverse repurchase agreements
Allowance for credit losses

Other

Custamers' liability under acceptances
Assets held for disposal

Premises and equipment

Goodwill

intangible assets

Qther assets

LIABILITIES AND SHAREHOLDERS' EQUITY

Deposits

Personal

Business and government
Deposit-taking institutions

Other

Acceptances

Obligations related to securities sold short

Obligations related to securities sold under repurchase agreements
Other liabilities

Subordinated debentures
Non-controlling interest

Shareholders' equity
Preferred shares
Common shares
Contributed surplus
Retained earnings
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2003
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April 30 October 31 July 31
2003 2002 2002
328 245 349
5,255 6,619 6,542
5,583 6,864 6,891
7,106 6,790 6,464
14,224 13,179 11,923
63 76 78
21393 20,045 18,465
13,148 12,867 12,497
5920 5,561 5,633
20,216 20,680 20,579
3,419 2,366 2,67
(646) {662) (764)
42,057 40,812 40,616
3,128 2,988 2,773
225 313 415
241 255 245
660 661 352
184 184 1
2,320 2,489 2,532
6,758 6,890 5,328
75,791 74,61 72,300
23,234 22,607 22,456
22,741 22,582 22,607
4,209 6,501 6,227
50,184 51,690 51,290
3,128 2,988 2,773
6,331 5,542 5,042
4,358 4,416 3,582
5,742 3.996 3,686
19,559 16,942 15,083
1,553 1,592 1,600
433 486 493
500 300 300
1,583 1,639 1,637
1,979 1,962 1,897

2 - 4,062 3,901 3834
78,3941 75,79 74611 72,300

National Bank of Canada
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Consolidated Statement of Cash Flows

{unaudited)
(miklions of dollars}

Cash flows from operating activities

Net income

Adjustments for:
Provision for credit losses excluding discontinued operations
Provision for credit losses attributed to discontinued operations
Amortization of premises and equipment
Future income taxes
Adjustment upon foreign currency translation of subordinated debentures
Impairment charge
Losses (gains) on sale of investment account securities, net
Stock option expense (Note 2)

Change in interest payable

Change in interest receivable

Change in income taxes payable

Change in unrealized losses (gains) and amounts payable
on derivative contracts

Change in trading account securities

Change in other items

Cash flows from financing activities

Change in deposits

Redemption and maturity of subordinated debentures
Issuance of common shares

Issuance of preferred shares

Common shares repurchased for cancellation
Preferred shares redeemed for cancellation

Dividends paid .

Change in obligations related to securities sold short
Change in obligations related to securities sold under repurchase agreements
Change in other items

Cash flows from investing activities

Change in loans

Change in securitization of assets

Proceeds from sale of asset-based foans

Purchases of investment account securities

Sales of investment account securities

Change in securities purchased under reverse repurchase agreements
Change in premises and equipment

Increase (decrease) in cash and cash equivalents
Cash and cash equivalents at beginning of period
Cash and cash equivalents at end of period

Cash and cash equivaients

Cash and deposits with Bank of Canada
Deposits with financial institutions
Total

Interest and dividends paid
Income taxes paid

Quarter ended July 31

Nine months ended July 31

72003, .

2002

2003:-74 2002 i

9)
(931)
(67)

(255)

(146)
(45)
43

(278)
(192)
(145)
(337)
(825)

(4)

{1.829)

(656)
(279)
2,540
(15,208)
15,51
1,370
(35)

3,243

1,059
5832

6,891

349
6542

6,891

1,176
87

National Bank of Canada
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Consolidated Statement of Changes in Shareholders’ Equity

{unaudited) Nine months ended July 31
{millions of doblars) ' 2002 o
H Capita) stock at beginning of period 2,160 -
Issuance of common shares ps N
| Issuance of preferred shares (Note 6] - I
Repurchase of commaon shares for cancellation (Note 6) (74) I
Redemption of preferred shares, Series 10,11 and 12 for cancellation (Note 6} (192) i
Capital stock at end of period 1,937
Contributed surplus at beginning of period - ’
Stock option expense (Note 2) ~
Contributed surplus at end of period - ~
: Retained earnings at beginning of period 1,956
Net income 294
§ Dividends
Preferred shares (16)
Common shares (129)
Income taxes related to dividends on preferred shares, Series 10,11,12,13 and 15 (1)
5 Premium paid on common shares repurchased for cancellation (Note 6) (204)
; Share issuance expenses, net of income taxes -
Unrealized foreign exchange losses, net of income taxes (3)
{ Retained earnings at end of period 1,897
L Shareholders’ equity 3,834
:
Notes to the Consolidated Financial Statements
‘, (unaudited) (millions of dollars)
These unaudited interim consolidated financial statements
should be read in conjunction with the oudited consolidated )
financial statements for the year ended October 31, 2002. '
Certoin comparative figures have been reciassified to comply
with the presentation adopted in fiscal 2003 '
1. Significant Accounting Policies
These unaudited interim consolidated financial statements of Had the Bank followed Canadian GAAP in the first quarter
the Bank were prepared in accordance with Canadian generally  of 2002, net income would have decreased by $57 million,
3 accepted accounting principles ("GAAP") and the accounting the provision for credit losses would have increased by $97
policies adopted in the Bank's most recent annual report million, income taxes would have decreased by $40 million,
for the year ended Octaber 31, 2002, with the exception of and basic and diluted net income per common share would
i the new standards described in Note 2 and the recording in the have decreased by $0.30. Furthermore, return on common
E first quarter of 2002 of the difference between the general shareholders' equity would have decreased by 6.26%.
allowance for credit risk according to the guidance provided by
the Superintendent of Financial Institutions Canada and
according to Canadian GAAP, as described in Note 28 to the
2002 annual consolidated financial statements.
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Notes to the Consolidated Financial Statements (cont)

2. Recent Standards Adopted

Stock-Based Compensation
On November 1, 2002, the Bank adopted the requirements
of the standard of the Canadian Institute of Chartered
Accountants {the "CICA") entitled "Stock-Based Compensation
and Other Stock-Based Payments” It establishes standards
for the recognition, measurement and disclosure of stock-
based compensation and other stock-based payments made
in exchange for goods and services. A description of these new
accounting policies and the impact of the adoption of this new
standard on the consolidated financial statements for
the nine months ended July 31, 2003 are presented below.

A Stock Appreciotion Rights (SAR) Plan

In accordance with this new standard, SARs are recorded at fair
value by valuing, on an ongoing basis, the excess of the stock
price over the exercise price of the option. The new standard
applies to SARs outstanding at the date of the adoption of the
recommendations and to subsequent awards. The Bank's obli-
gation, which results from the variation in the stock's market
price, is recognized in income on a straight-line basis over the

vesting period, namely, four years, and a corresponding amount -

is included in "Other liabilities” When the vesting period expires
and until the SARs are exercised, the change in the obligation
attributable to variations in the stock price is recognized
by increasing or decreasing the compensation expense for the
period in which the variations occur. With regard to SARs
outstanding as at the date of the adoption of the recommen-
dations, the application of the new standard's transitional
provisions, taking into account the liability previously
recognized by the Bank, did not require any cumulative
adjustment to the balance of retained earnings as at
November 1, 2002. Furthermore, the new standard had
no material impact on the consolidated financial statements
for the nine months ended July 31, 2003.

B. Stock Option Plan

As encouraged in the new standard, the Bank has chosen to
adopt the fair value-based method to record stock options

awarded subsequent to November 1, 2002. The fair value of
the stock options is estimated on the grant date using the
Black-Scholes model. The cost is recognized using a straight-
line method over the vesting period, namely, four years, as an
increase in the compensation expense and the contributed
surplus. When the options are exercised, the proceeds and the
contributed surplus are credited to common share paid-
up capital. For options awarded before November 1, 2002,
the Bank continues to apply the accounting policy described
in Note 1 to the 2002 annual consolidated financial statements.

The fair value on the grant date of the options awarded in
2003 was estimated at $6.90 using the Black-Scholes model.
The following assumptions were used: i) a risk-free interest

-rate of 4.54%, i) an expected life of options of six years, ii)

an expected volatility of 27% and iv) an expected dividend
yield of 3.36%.

The impact of the adoption of the fair value-based method
on the consolidated financial statements for the nine months
ended July 31, 2003 was an increase of approximately $1.6 million
in compensation expense and in contributed surplus.

Disclosure of Guarantees
On April 30, 2003, the Bank adopted the requirements of
the CICA's Accounting Guideline 14 entitled "Disclosure
of Guarantees” (AcG-14}. This Guideline broadens the
definition of guarantees and requires that the guarantor
disclose significant information on the guarantees which
it has provided.

AcG-14 defines a guarantee as a contract (including an
indemnity} that contingently requires the guarantor to make
payments (either in cash, financial instruments, other assets or
shares of the entity, or provision of services) to the beneficiary
due to (a) changes in interest rate, security or commodity price,
foreign exchange rate, index or other variable, including the
occurrence or non-occurrence of a specified event, that is
related to an asset, a liability or an equity security of the bene-
ficiary of the guarantee, (b) failure of a third party to perform

National Bank of Canada




Notes to the Consolidated Financial Statements (cont)

under a contractual agreement or (c) failure of a third party to
pay its indebtedness when due.

Significant guarantees issued by the Bank and in effect on
July 31, 2003 are described below:

Letters of guarantee
In the normal course of business, the Bank issues letters of
guarantee. These letters of guarantee represent irrevocable
assurances that the Bank will make payments in the event that
a client cannot meet his financial obligations to third parties.
The Bank's policy for requiring collateral security with respect
to letters of quarantee is similar to that for loans. Generally,
the term of these letters of guarantee is less than two years.
The maximum potential future payments for letters of guarantee
totalled approximatety $841 million as at July 31, 2003.
The general allowance for credit losses recorded covers all
credit risks including these refating to letters of guarantee.

Liguidity facilities
The Bank provides backstop liquidity facilities under asset-
backed commercial paper conduit programs administered by
the Bank further to securitization operations. These backstop
liquidity facilities may only be drawn upon if, after a market
disruption, the programs would be unable to access the
commercial paper market. These guarantees have a duration
of less than one year and are renewable periodically. None
of the backstop liquidity facilities provided by the Bank have
been drawn upon to date. As at July 31, 2003, the maximum
potential future payments that the Bank may be required to
make under these backstop liguidity facilities was $499 miltion.
No amount has been accrued in the Consolidated Balance
Sheet with respect to these liquidity facilities.

Derivatives
In the normal course of business, the Bank enters into written
put options to meet the needs of its clients and for its own risk
management and trading activities. Put options are contractual
agreements by which the Bank grants the purchaser the

right, but not the obligation, to sell by or at a pre-determined
date, a specific amount of currency, or a commodity or financial
instrument, at a price agreed to when the option is contracted.
Written put options sold that qualify as a quarantee under
AcG-14 include primarily over-the-counter currency aptions
with companies other than financial institutions and over-the-
counter stock options when it is probable that the counterparty
holds underlying securities. The terms of these options vary
based on the contracts but do not exceed two years. The maxi-
mum potential future payments with respect to these options
sold totalled $838 million as at July 31, 2003. At that date, the
Bank had recorded liabilities of $14 million in the Consolidated
Balance Sheet with respect to these written put options.

Securities lending

In accordance with securities lending agreements the Bank has
signed with certain clients who have previously entrusted it
with the safekeeping of their securities, the Bank, as an agent
for these clients, lends their securities to third parties and
indemnifies these clients in the event of loss. In order to protect
itse!f against all potential losses, the Bank requires from
the borrower as security a cash amount or highly liquid
marketable securities with a fair value greater than that of
the securities loaned. The fair value of the securities loaned
totalled $1.1 billion as at July 31, 2003. No amount has been
accrued in the Consolidated Balance Sheet with respect to
potentiat indemnities resulting from securities iending operations.

Sale of a business and operations

Under agreements with respect to the sale of a business
and operations, the Bank agreed to indemnify the purchaser
for losses incurred resulting from certain types of claims from
the Bank's past conduct of the business or operations, as well
as any representations and guarantees that may have been
incorrect on the date when they were made. In cases where
the maximum potential future payments are limited by the
agreements, the amount for all such agreements totalled
approximately $255 million as at July 31, 2003. One agreement
does not limit the maximum potential future payments if the

Nationat Bank of Canada

Report to
Sharehotders

Third Quarter
2003

page 13




P
w
%
)

Report to
Shareholders

Third Quarter
2003

poge 14

Notes to the Consolidated Financial Statements (cont)

guarantee is enforced and, the nature of these commitments
prevents the Bank from estimating the maximum potential
liability that it may be required to pay. The applicable period

of the various indemnification clauses are described in

the agreements and may vary. No amount has been accrued in
the Consolidated Balance Sheet with respect to these indemnifi-
cation agreements.

Business acquisition
In June 2002, the Bank purchased Putnam Lovell Group Inc,
a US. investment bank. The aggregate consideration paid on
closing amounted to $27 million and consisted of 807,294
common shares of the Bank valued at $26 million at that date
plus a cash payment of $1 million. An additional amount
consisting of 476,119 common shares of the Bank valued at
$15 million at that date will be paid in 2004, contingent upon
certain profitability objectives being achieved. The value of the
common shares was based on the average closing price of the
shares of the Bank over a period of several days preceding the
date on which the number of shares was determined, namely,
June 18, 2002. No amount has been accrued in the Consolidated
Balance Sheet with respect to this additional consideration.

Director and officer indemnification
In accordance with its by-laws, the Bank indemnifies its directors
and officers, for the duration of their mandate, and indemnifies
any individual who, at the Bank's request has acted as a director
or officer of an entity in which the Bank is a shareholder or
creditor. The Bank indemnifies them in accordance with its
by-laws, for all charges, costs and expenses as a result of any
lawsuit or administrative proceeding in which the directors
or officers are sued as a result of their service. The Bank has
purchased directors’ and officers' liability insurance. The nature
of these indemnification agreements prevents the Bank from
making a reasonable estimate of the maximum potential
future payments that the Bank may be required to make. No
amount has been accrued in the Consolidated Balance Sheet.

Other indemnification agreements
In the normal course of business, including securitization
activities, the Bank enters into contractual agreements other
than the ones described above. These agreements require that

the Bank compensate the counterparties for costs incurred as

a result of litigation, changes in faws and regulations (including
tax legislation), claims with respect to past performance,
incorrect representations or the non-performance of certain
restrictive clauses. The nature of these commitments prevents
the Bank from estimating the maximum potential liability that
it may be required to pay. The duration of these agreements is
described in each contract. No amount has been accrued in
the Consolidated Balance Sheet with respect to these agreements.

Other guarantee

In accordance with a mutual gquarantee agreement required
by a regulatory authority, a subsidiary of the Bank agreed to
guarantee all the commitments, debts and liabilities of an
affiliate to the maximum of its regulatory capital, namely,
$22 million as at July 31, 2003. This guarantee expires on the
date the investment in the affiliate is sold, or sooner if deemed
appropriate by the regulatory authority. To date, this guarantee
has not been drawn on and no amount has been accrued in
the Consolidated Balance Sheet with respect to the agreement.

Disposal of Long-Lived Assets

and Discontinued Operations
In 2002, the CICA issued a new standard entitled “Disposal
of Long-Lived Assets and Discontinued Operations”, which
establishes standards for the recognition, measurement,
presentation and disclosure of the disposal of non-monetary
long-lived assets. Long-lived assets to be disposed of other
than by sale should continue to be classified as held-for-use
until their disposal. Long-lived assets held for sale that meet
certain criteria should be presented separately on the balance
sheet and measured at the lower of their carrying value
or fair value, less cost to sell.

Furthermore, the standard broadens the definition of discon-
tinued operations. This change did not affect the presentation
of discontinued operations.

This new standard applies to discontinued operations
underway, subsequent to a commitment to follow a plan,
since May 1, 2003. These new requirements did not have

a material impact for the Bank.
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Notes to the Consolidated Financial Statements (cont)

3. Recent Standards Pending Adoption

Variable Interest Entities
In June 2003, the CICA issued Accounting Guideline No. 15,
"Consolidation of Variable Interest Entities” This Guideline is
harmonized with the corresponding USS. standard and includes
guidance on determining the primary beneficiary of variable
interest entities and the beneficiary that will therefore have
to consolidate them.

The Guideline will apply to all annual and interim periods

beginning on or after January 1, 2004. The Bank is currently
evaluating the impact of this new Accounting Guideline.

4, Loans and Impaired loans

Impairment of Long-Lived Assets
In 2002, the CICA issued a new standard entitled "Impairment of
Long-Lived Assets’, which establishes standards for the recognition,
measurement and disciosure of the impairment of iong-lived
assets. This standard stipulates that an impairment loss should
be recognized when the carrying value of a long-lived asset
intended for use exceeds the sum of the undiscounted cash
flows expected from its use and eventual disposition. The impair-
ment 10ss is to be measured as the excess of the carrying value
of the asset over its fair value. The Bank will adopt this stan-
dard effective November 1, 2003. The Bank is currently evaluat-
ing the impact of this new standard.

Impaired loans

July 31, 2003

Residential mortgage

Personal and credit card

Business and government

Securities purchased under reverse repurchase agreements

General allowance ™

Impaired loans, net of specific and general allowances

October 31, 2002

Residential mortgage

Personal and credit card

Business and government

Securities purchased under reverse repurchase agreements

General allowance®

Impaired toans, net of specific and general atlowances

Country

Gross Specific risk
amount Gross allowance allowance Net
13,784 6 2 - 4
6,012 32 16 - 16
19,857 432 199 20 213
3,595 - - - -
43,248 470 217 20 233
{405)
(172}
12,867 23 3 - 20
5,561 33 12 - 21
20,680 447 220 22 205
2,366 - - - -
41,474 503 235 22 246
(405)
{159)

(1) The general allowance for credit risk was taken for the Bank's credit in its entirety.
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Notes to the Consolidated Financial Statements (cont.)

5. Allowances for credit losses

For the nine months ended Allocated  Unallocated Countryrisk - —v. . 1

Specific general general  allowance {loans 2 July 314 July 31 :

allowance sllowance allowance and securities]  :.,-2003 2002 |

Allowances at beginning 235 296 109 22 879

Transfer of aflowance b

for assets held for disposal - - - - 31} ;

Amounts related to discontinued operations - - - - (85)

Provision for credit losses 127 (8) 8 - 437 :

Write-offs (183) - - (2) (475) :
Recoveries 38 - - - 19
Allowances at end 217 288 17 20 764

6. Capital Stock

issued and fully paid as at July 31, 2003
First preferred shares

7,000,000 shares, Series 13 175
8,000,000 shares, Series 15 200
375

174,506,686 common shares 1,580
1,955

6,282,965 stock options outstanding N/A

Issuance of preferred shares
On January 31, 2003, the Bank issued 8,000,000 first preferred
shares with a non-cumulative preferential dividend payable
quarterty in an amount of $0.365625 per share, Series 15, for
anh aggregate consideration of $195 million, net of commissions
totalling $5 million.

These shares are redeemable at the Bank's option, subject to the
prior approval of the Superintendent of Financial Institutions,
as of May 15, 2008, in whole or in part, at $26 per share if they
are redeemed before May 15, 2009, at $25.75 per share if they
are redeemed during the 12-month period prior to May 15,
2010, at $25.50 per share if they are redeemed during the
12-month period prior to May 15, 2011, at $25.25 per share
if they are redeemed during the 12-month period prior to
May 15, 2012, and at $25.00 per share if they are redeemed
as of May 15, 2012, in each case, plus all declared and unpaid
dividends at the date fixed for redemption.

Repurchase of common shares
On January 20, 2003, the Bank made a normal course issuer bid
for the repurchase of up to 9,100,000 common shares over
a 12-month period ending no later than January 19, 2004.
Purchases were made on the open market at market prices
through the facilities of The Toronto Stock Exchange. Premiums
paid above the average bock value of the common shares were
charged to retained earnings. As at July 31, 2003, the Bank
has completed the repurchase of the 9,100,000 common shares
at a cost of $298 million, which reduced common equity capi-
tal by $82 million and retained earnings by $216 million.

Redemption of preferred shares
On May 15, 2003, the Bank redeemed, for cancellation, all Series 12
non-cumulative first preferred shares at a price of $25 per share,
plus dectared and unpaid dividends up to the redemption date.

7. Securitization

CMHC-guaranteed mortgage loans
During the third quarter of 2003, the Bank securitized residential
mortgage loans guaranteed by the CMHC totalling $405 million
through the creation of mortgage-backed securities. The Bank
sold all these securities. The Bank received cash proceeds totalling
$405 million and retained the rights to future excess interest
in the amount of $19 million. Transaction costs of $2 million
were recognized in the Consolidated Statement of Income under
“Securitization revenues A pre-tax gain of approximately $17
million, net of transaction fees of $2 million, was recognized
in the Consolidated Statement of Income under “Securitization
revenues”
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Notes to the Consolidated Financial Statements (cont.)

8. Segment Disclosuresw

Quarter ended July 31

(taxable equivalent basis) . Personal and Wealth Financial

{unaudited) (millions of dollars) Commercial Management Markets Other Total
i 2003 2002 2003 2002 2003 2002 2003 2002 2003 2002
Net interest income @ 316 299 22 22 15 68 (40) (31 313 358
Other income @ 165 159 144 116 217 134 29 {100} 555 309
Total revenues 481 458 166 138 232 202 {11) (131} 868 667
f Operating expenses 295 273 132 120 129 103 2 12 558 508
Contribution 186 185 34 18 103 99 (13) (143) 310 189
Provision for credit losses @ 52 53 - - 9 1 (16) {2) 45 62

Income before income taxes,
non-controlling interest

: and discontinued operations 134 132 34 18 94 88 3 (141) 265 97
5 Income taxes @ 48 48 12 7 33 33 4 (28) 97 &0
H Non-controlling interest - - 1 1 - - 6 7 7 8
Income before discontinued operations 86 84 21 10 61 55 (7} (120) 161 29
: Discontinued operations - - - - - - 1 (3} 1 {3}
Net income 86 84 21 10 61 55 (6) {123) 162 26
Average assets 38,716 38,100 672 743 38,226 35,627 (5,340) (6,686) 72,274 67,790
19
Nine months ended July 31 _
[taxable equivalent basis) Personal and Wealth Financial
{unaudited) (millions of doflars] Commercial Management Markets Other Total
2003 2002 2003 2002 2003 2002 2003 2002 2003 2002
Net interest income ) 928 887 67 66 155 237 (17 (85) 1,033 1,108
Other income 468 442 415 389 501 392 108 29) 1,492 1,194
Total revenues 1,396 1,329 482 455 656 629 (9) (114) 2,525 2,298
Operating expenses 850 820 389 375 374 296 22 ] 1,635 1,500
Contribution 546 509 93 80 282 333 (31) (123) 890 799
v Provision for credit losses (3 156 166 - - 3 32 {(60) 239 127 437
¥ Income before income taxes,
non-controlling interest
; and discontinued operations 390 343 93 80 251 301 29 (362) 763 362
: Incame taxes 141 127 33 27 89 m 14 (105} 277 160
E; Non-controlling interest - - 3 3 - - 18 20 21 23
i Income before discontinued operations 249 216 57 50 162 190 (3} (277) 485 179
% Discontinued operations - - - - - - 1 115 1 115
Net income 249 216 57 50 162 190 (2) (162) 466 294
Average assets 38,537 38,363 667 781 37,313 37,763 (5,607) (6,960) 70,910 69,947
Personal and Commercial Wealth Management Financial Markets Other
This segment comprises the branch This segment comprises full-service retail This segment consists of corporate financing This heading comprises securitization
network, intermediary services, credit brokerage, discount brokerage, mutual funds,  and lending, treasury operations, which operations, gains on the sale of operations,
cards, insurance, cornmercial banking trust services and portfolio management. include asset and liability management, certain non-recurring items, discontinued
services and real estate. and corporate brokerage. operations and the unallocated portion
of centralized service units
(1) Since November 1, 2002, the Bank has {2) Net interest income was grossed up by (3) Provisions for credit losses for the segments  (4) Net interest income was grossed up by
modified the composition of its reportable $8 million {$12 miltion in 2002) and are determined based on expected $30 million ($22 milfion in 2002) and
segments in order to reflect changes to other income by $9 mittion (-$2 miltion losses, which are established through other income by $36 million ($44 million
its organizational structure. The compara- in 2002) to bring the tax-exempt income statistical analysis. The difference in 2002} to bring the tax-exempt income
tive figures have been restated to take earned on certain securities in line with between actual losses and expected earned on certain securities in line with
these changes into account. the income earned on other financial losses is recorded under the “Other” the income eared on other financial
instruments. An equivalent amount was heading. instruments. An equivalent amount was
added to income taxes. added to income taxes
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Economic Commentary

Economy set to take off despite hurdles

Sometimes a reversal of economic fortunes can come about very
suddenly. Until last year, Canada was outperforming the other G-7
countries, in spite of the hard times that had befollen our main trading
purtner, the United States. Then, in 2003, the war in Iraq, SARS and

one case of mad cow disease clouded the entire picture. More insidiously,
the plight of our neighbours to the south finally affected our manufac-
turing sector, which was also hammered by a soaring loonie. We remain
confident, however, that the U.S. economy is poised to rebound and
take the Canadian economy along with it.

Banking on a boost to the U.S. economy's recovery at the end of 2002,
economists were confident that the Canadian economy would again
grow at a pace exceeding 3% in 2003. Unfortunately, geopolitical ten-
sions created uncertainty, and U.S. businesses which were expected to
stimulate investment and employment instead behaved very prudently.
This attitude persisted until the end of the war in Iraq. Consequently,
the anticipated U.S. economic recovery has not yet materialized. There
were even fears at one point that deflation would hit the U.S. economy.

SARS took a toll on south-east Asia, which, along with Canada, was
cne of the few regions in the world to register strong economic growth.
The syndrome then struck Toronto, triggering consequences that spread
across the entire Canadian tourism industry, which was already in a slump
due to geopolitical tensions. Fears about this epidemic had not yet abated
when a case of mad cow disease prompted an embargo on Canadian beef.

At the same time, weak U.S. demand was undermining the manufac-
turing sector. In addition, during the first six months of the year, the
Canadian dollar rose 179%. These two factors are, without a doubt,
responsible in large part for the loss of 87,000 manufacturing jobs
between August 2002 and June 2003.

Because of these setbacks, the outlook for economic growth was
revised downward. We are now projecting growth at 2.4% in 2003.

Some encouraging signs from the U.S. economy

In all likelihood, because of rising geopolitical tensions, the economic
recovery initially projected for the end of 2002 wilt only materialize at
the end of this year. There are some encouraging signs of its arrival. For
instance, combined monetary and fiscal policies are the most accommo-
dating in 25 years, and the second quarter was less bleak than it first
appeared. The economy expanded at an annual rate of about 2.4%.
Although expenses relating to the conflict in lrag accounted for some of
this growth, we must not overlook the contribution of business investment.
This is the first indicator that companies are about to set caution aside.
Consumer goods also performed well, rising 3.3%. Households, which
started benefitting from tax cuts in July, should hold out in the short term.

In addition, S&tP500 companies reported higher-than-expected earn-
ings for the second quarter. This is consistent with the 5.70 increase,
on an annualized basis, in labour productivity in the nonfarm business
sector. Such a performance suggests a potential for improvement in
profit margins, despite the fact that the weak inflation environment
makes it impossible to hike up selling prices. Even though energy prices
remain higher than a year ago, they are still falling compared with their
peaks in the first quarter.

There are fears that rising bond rates sound the knell for hopes of
a turnaround. It is true that, after hitting a low of 3.10% in mid-June,
rates for 10-year government bonds climbed above 4%, but fortunately,
this increase was not fully reflected in corporate bond rates.

We think that an American economy on the mend will put the
Canadian economy back on track. Canadian economic growth should
reach 3% in 2004. Stronger U.S. demand will come just at the right time
for many of our manufacturers, who have had to deal with a strong
appreciation of the Canadian dollar during the first half of the year.

In the long term, we believe that our manufacturers will have to get
used to a loonie worth more than US $0.70 because the soaring cusrent
account and federal deficits in the United States can only have a nega-
tive effect on the greenback.
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Bank News

The Bank garners two Mercuriades prizes for its Internet strategy - At the
23rd Mercuriades, a competition organized by the Federation of Chambers of
Commerce of the Province of Quebec, the Bank took home the Mercure award
in the Internet Strategy category as well as the Bell Special Award for a compa-
ny's use of new information technology. These honours are testimony to the

: hard work by Bank personnel to implement an Internet vision and strategy

i driven by customer needs. Since the new website, www.nbc.ca, was launched

in August 2002, Internet sales of the Bank's products and financial services have

jumped by 53%, and customer satisfaction with the site is very high.

Réal Raymond appointed President of the Bank Division for the 2003
Centraide of Greater Montreal fundraising campaign - Réal Raymond,
President and Chief Executive Officer, will head the Bank Division of the 2003

: Centraide of Greater Montreal fundraising campaign, which will kick off in

i September. Corporate and employee donations combined, banks contributed more
‘ than $4.4 million to Centraide of Greater Montreal in 2002. With the continued
support of all participants, Mr. Raymond expects to increase last year's contribution
by banks and bank personnel as well as the number of donors giving over $1,000.

Report to
Shareholders

Third Quarter
2003

page 19

Fundraising campaign for the Foundation for Research into Children's

Diseases - For the 8th consecutive year, the Bank participated in the fundraising

campaign for the Foundation for Research into Children's Diseases by selling tickets
for the Ovide duck race in its branches across Quebec. Proceeds from ticket sales
raised $188,000 for the Foundation, for an increase of over 200% versus last year.

National Bank Financial is number 1 for advisor satisfaction - In an annual

survey published last May by Investment Executive, National Bank Financial was
ranked first among all brokerage firms affiliated with the big Canadian banks for
the satisfaction of investment advisors in its Individual Investor Services network
in Canada. In fact, advisars at National Bank Financial gave their employer an even
higher score than last year for most of the 24 elements in the survey, for an overall
score of 8.2 points out of 10, versus an average of 7.7 for all companies surveyed.

National Bank President unveils his strategy for improving access to pay-
ment systems - As part of a conference organized by the Canadian Payments
Association last June, Réal Raymond, President and Chief Executive Officer,
: presented the strategy developed by National Bank of Canada to facilitate
8 access to payment services: strategic partnerships. In the past few years,
agreements between the Bank and non-banking financial institutions such
as Promutuel, Assante, Investors Group, Great-West Life and London Life have
: allowed these institutions to provide their customers with easy access to pay-
H ment tools, while concentrating on their respective areas of expertise. This type
of strategic partnership is a winning formula which benefits all partners, as
it also allows the Bank to increase the profitability of its payment system and
offers new possibilities for growth on the Canadian market.

Bursaries and summer jobs for students with physical or sensory disabilities -
This year, for the 14th year of its Bursary and Summer Employment Program,
the Bank again offered three bursaries and summer jobs to college and
university students with a physica! or sensory disability. The program, which
is the only one of its kind in the Canadian banking industry, is intended to
help students continue their education and build up work experience that
ties in with their studies, To date, 38 individuals have benefitted from bur-
saries and gained more than 16,000 hours of rewarding work experience in
a variety of fields.

NBF analyst ranked best equity analyst in the country ~ Steve Laciak, Senior
Vice-President at National Bank Financial, has been recognized as Canada’s
top equity analyst according to a Financial Post/StarMine Corp. ranking of
the country's 600 stockpickers. This prestigious ranking was given following
a labour-intensive process spanning several weeks to follow up on hundreds
of recommendations from the leading analysts in the country to see which
ones turned out well and which ones missed the mark.
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Caution regarding forward-locking statements

As part of its analyses and reports, Nationa! Bank of Canado from time to time
makes forward-looking statements concerning the economy, market changes,
the achievement of strategic objectives, certain risks ond other related matters.
By their very nature, such forword-looking statements involve inherent risks and
uncertainties. It is therefore possible that express or implied projections contained
in such statements will not materiolize and will differ materially from actuo!
future results. Such differences may be coused by foctors which include, but are

Sl dapinnn s AP G

not limited to, changes in Canadian andfor global economic conditions, particu-
larly fluctuations in interest rates, currencies and other financial instruments,
market conditions, technological changes or regulatory developments. Investors
and others who base themselves on the Bank's forward-looking statements
to make decisions should carefully consider the above factors as well as the
uncertainties they represent and the risks they entail. The Bank therefore cautions
readers not to ploce undue reliance on these forward-looking stotements,

National Bank of Canada




NATIONAL

BANK
OF CANADA
Head Office
600 de La Gauchetiére West
Montreal, Quebec, Canada
H3B 412
www.nbe.ca
General Information
Investor Rejations Direct Deposit Service for Dividends
Financial analysts and investors who want to obtain financial information For security purposes, the National Bank offers its shareholders the possibility
on the Bank are asked to contact the Investor Refations Department, of having their dividend payments deposited directly to an account at the
by telephone at (514) 394-0296, by fax at (514) 394-6196 or by e-mail financial institution of their choice, provided it is equipped with an electronic
at investorrelations@nbc.ca. For more information about the Bank and funds transfer system.

its publications, you can visit the Bank's website at www.nbc.ca.
Additional information may be obtained from the Registrar,
National Bank Trust, at 1-800-341-1419 or (514) 871-7171,
or by e-mail at clientele@tbn.bnc.ca.

Dividend Reinvestment and Share Purchase Plan ‘ {
|

The National Bank offers holders of its common Participants in the Plan may reinvest all cash Additional information may be obtained

or preferred shares a Dividend Reinvestment dividends paid on their eligible shares or, if they from the Registrar, National Bank Trust, !

and Share Purchase Plan through which they wish, make optional cash payments of at least at 1-800-341-1419 or (514} 871-7171, !

can reinvest their dividends in common shares $500 per payment, to a maximum of $5,000 ‘or by e-mail at clientele@tbn.bncca. I[

of the Bank without paying any commissions per guarter. ;

or administration fees. E
|
|
|
i

www.nbc.ca/investorrelations
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